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The Russian Federation is an important energy resource exporter that has gone 
through the transformation from the “military superpower” to the “energy superpower”. Its 
energy diplomacy and influence is on the agenda of the global energy market. However, the 
particular course of Russia’s energy strategy is determined by the internal factors such as a 
structure of the oil industry and the performance of the stock market. In order to highlight the 
importance of the oil industry for the government of the Russian Federation, the thesis 
reviews the policy of the Russian government towards oil industry from different aspects: 
subsoil use, extraction from the continental shelf of the Russian Federation, Production 
Sharing Agreements, the procedures for making foreign investment in business entities of 
strategic importance for the Russian Federation. This thesis reviews the institutional 
organization of the Russian oil sector in order to investigate the dynamic relationship that 
exists between the economy of the Russian Federation and the oil industry.  
The thesis estimates a Vector Autoregressive (VAR) model, Generalized Impulse 
Response function, and Variance Decomposition to explain the relationship between the 
Russian Stock Market Performance and the oil sector. More specifically, we examine three 
aspects of oil market changes including the demand changes, supply changes and 
unpredictable price changes that are not caused by the dynamics of supply and demand，
using the vector auto-regression model with generalized impulse response function. 
Our results have found that a positive supply change，demand change and price 
change has a positive effect on the performance of the stock market of the Russian Federation. 
In addition, we examine what are the potential challenges for Russia’s oil sector, in particular, 
in terms of demand, supply and unpredictable price changes that are not caused by the 
dynamics of supply and demand, taking into consideration the main indicators of the oil 
industry development. 
The policy implications suggested offer the possible measures focused on the 















oil industry of the Russian Federation. In addition, we underline the necessity of 
strengthening cooperation with Russia’s main partners in the oil trade, for instance People’s 
Republic of China, taking into account that it follows the intention of Russia to become an 
“energy superpower” and goes well with its energy strategy.  
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Chapter 1: Introduction 
  1.1 Background and Significance 
Since Fiodor Priadunov constructed the first oil well and refinery in 1745 under the 
command of Elizabeth of Russia in Ukhta, a Komi Republic of the Russian Federation, the 
importance of oil for the nation has not ceased to be. The birth of the industry in the former 
Russian Empire territory of Baku, in Azerbaijan, paved the way for the development of 
Russia as an energy superpower. Currently, the Russian economy is dependent on oil for 
national revenue and industrial production (Source: http://new.gazprom-
neft.ru/pages.php?page=2&lang=1&print_friendly=1). 
Statistical evidence shows the relevance and importance that the Russian Federation has 
in the global economy. Our data collected shows that in 2015 the world economy produced a 
gross domestic product of 73.89 trillion of current United States Dollars. As a contribution to 
overall global gross domestic product, the Russian Federation, even after harsh economic 
sanctions from the United States and the European Union, remained in the top 15 world 
economies, contributing with 1.80% of the world’s gross domestic product with an amount of  
13.31 trillion current US dollars (Source: 
http://data.worldbank.org/indicator/NY.GDP.MKTP.CD?view=chart), as it can be seen in 



















Figure 1: World GDP in 2015 Trillions of USD 
Source: World Bank (2017) 
Additionally, recent forecasts by the International Monetary Fund (IMF) have 
predicted the economic growth rate of the Russian Federation to continue to increase, at a 
moderate pace, in the next five years (Source: https://www.imf.org/external/country/rus/).The 
economic growth level is below that of other emerging markets (Source: 
http://www.imf.org/external/pubs/ft/weo/2016/update/01/index.htm) 1 , but of a significant 
important nonetheless, given the economic size of the Russian Federation as well as its status 
of oil supplier.   
The Russian Federation still perceivers in the face of economic sanctions and is 
making a bigger economic impact on the global economy with each passing day. For so, it is 
crucial to understand the link that exists between the Russian economy and oil industry, in 
order to analyze the interaction and eventually provide with policy implications. 
                                                          
1 Emerging and developing Asian markets’ 2017 growth rate projection: 6.2% 
  Emerging and developing Latin American and Caribbean market’s 2017 growth rate projection: 1.6% 


















In order to better understand the impact that the oil sector has in the economy of the 
Russian Federation, we proceeded to analyze the gross domestic product composition of the 
nation. The gross domestic product of the Russian Federation is divided into four main 
components: consumption, investment, government consumption, and net exports, as can be 
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Figure 2: Russian Federation's GDP composition by end use (2016) 
Source: CIA, World Factbook, 2016 
From our chart above, one can look closely to the net exports component, which 
accounts for a significant source of the overall level of gross domestic product, when 
compared to other economies (Source: https://www.cia.gov/library/publications/the-world-
factbook/geos/print_ rs.html). The Russian Federation relies significantly on exports for 
revenue. The nation has been running a significant trade surplus for the last 10 years (Source: 
https://www.statista.com/statistics/263634/trade-balance-of-goods-in-russia). For the Russian 
Federation, natural resources are vital parts for international trade and for maintaining a trade 
surplus. Russia’s energy sector is one of the biggest in the world. The sector covers several 

















http://atlas.media.mit.edu/en/profile/country/rus/). The Russian Federation is a major player 
in the energy market as well. Statistics from the Energy Information Agency (EIA) show that 
in 2015, 60% of Russian oil went to the European Union, which accounted for almost 30% of 
the overall supply for the segment, as can be seen on Figure 3.  
 
 
Figure 3: Russian Federation oil export’s destination (2016) 
Source: Energy Information Agency, 2016 
In addition, the Russian Federation is undertaking several ventures to increment the 
level of oil extraction in order to supply more oil to more parts of the world. The future of the 
Russian oil industry is almost certain, as new projects and talks have taken place in order to 
explore and extract crude from several oil reservoirs. The eastern part of Russia, along with 
the Arctic and the Caspian Sea provide with potential large oil reserves and large economic 
gains from commodity exports (Source: https://www.eia.gov/ 

















Historically, the Russian economy has benefited from the sale of crude oil and still 
does to this day. The latest statistics show that in 2015, Russian merchandise exports 
accounted for 340.35 billion US dollars  with a 63% of all exports coming from fossil fuels, 
such as petroleum, natural gas, and coal (Source: 
http://data.worldbank.org/indicator/TX.VAL.FUEL.ZS.UN?view=chart). The fossil fuel 
industry is of paramount importance to the economy of the Russian Federation. Statistics 
from the World Bank show that in 2014, natural resource rents accounted for16.24% of the 
gross domestic product of the nation (Source: 
http://data.worldbank.org/indicator/NY.GDP.TOTL.RT.ZS?view=chart ), as can be seen on 
Figure 4. 
 
Figure 4: Total natural resource rents as a percentage of 2014 GDP 
Source: World Bank (2017) 
With oil as a source of income for the government, recent developments in the crude 
market, such as US Shale oil and OPEC’s agreement of production cuts, have caused the 
crude market to be volatile. Recent declines in the price of oil have hurt the economy of the 

















about 29% of the federal budget revenues from the 2014 level (Source: 
http://www.eia.gov/todayinenergy/detail.php?id=28432). However, a strengthening world 
economy as well as a positive outlook for the price of oil is expected to fortify, to some 
extent, the Russian economy in the near future (Source: 
https://www.eia.gov/outlooks/steo/report/prices.cfm). 
The outlook for crude prices is looking better and will potentially provide with a positive 
boost to the Russian economy. The Oxford Institute for Energy Studies’ energy summary for 
2015 suggested that the Russian Federation’s dependence on oil is accentuated by the fact 
that the federal government controls almost 50% of the nation’s oil production. Additionally, 
Russia’s government controlled oil accounted for 45% of the federal budget for the year of 
2013 (Source: https://www.oxfordenergy.org/wpcms/wp-content/uploads/2014/07/ Executive 
-Summary-Key-Determinants-for-the-Future-of-Russian-Oil-Production-and-Exports.pdf ).  
Recent statistics by the Energy Information Agency have projected an improvement in the 
price of oil, which will benefit the economy of the Russian Federation.  The Organization of 
Petroleum Exporting Countries’ agreement to cut oil production on December 2016 has 
prompted a significant increase on the price of crude oil barrels. Furthermore, projections for 
the 2018 oil price have suggested an upward price pressure for that year due to a fairly 
positive economic outlook (Source: https://www.eia.gov/outlooks/steo/report/prices.cfm).  
The world economy is starting a new year, filled with more positivism than the previous 
one. The year 2017 poses a challenge for the Russian economy, but also provides with a 
potentially, better economic outlook.  As one can see, understanding how the Russian 
economy and the oil industry interact with one another and how that interaction impacts 
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